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Sample Midterm Question Using Demand/ Supply Analysis 

Below is a question once asked on a midterm exam. Try to answer 
it. If you have a problem working out the answer, consult Appendix 
37 . 


The King was adamant and insisted, despite protests from his 
Royal Economic Advisor, that he was going to provide a subsidy of $1 
per unit exported to the competitive producers of a product the 
kingdom has been exporting without the subsidy. The product is 
completely homogeneous, i.e., identical in all countries in which it 
is produced. 

Realizing that she was unable to convince the King not to provide 
the subsidy, the Royal Economic Advisor attempted instead to persuade 
the king to repeal an old decree banning imports of the product. She 
argued that repealing the decree would decrease the " inefficiency " 
associated with the export subsidy. 

The King thought her suggestion was ridiculous. "This is an 
export product," he declared angrily. "Why should I worry about an 
old decree dealing with it as an imported good? Off with her head!" 

Disconcerted, the Advisor pleaded with the King. "If only you 
will give me a blue book, 0 Exalted One, I can prove my case to you 
with a diagram." 

Using your own diagrams, determine who was correct with regard 
to efficiency , the King or the Advisor. Explain your answer. If the 
King was mainly concerned about the royal budget for subsidies, would 
he accept his Advisor's suggestion, even if she proves her case? In 
answering, you should assume that the kingdom in question is very 
insignificant in its export market. 



